
Is,'Sue
At l~sue )11 Ihis pw\::~edill~ ,~ the Lise of Prevailing Company Price(PCP) mcthodologie:'i

111 delerrnining the pnce charged tu the regulated affiliates of Sprint Corporation by Sprint

Norrh Supply Company, The FCC ~ugge.,ts lh'H PrrvaJing Company Price should be

excluded from the hst of a(CepL:~J valuat;orl methods for product~/servl.,;es provided by

Sprint North Supply Comp,wy to its affillates becaul-e it fail~ thl;j "anns length" test

deemed the most reliable' dett'lltllnan; of nmonal cl'oromic behavior. The FCC implies ..

by its~tateJ prt'f~rence for 'arrr:s lengtb" rela lionsh iP5 thar sm:h reI atiollship:; offer

regulator" an inherently fllgher level of confi<:kncc n tn;'1I'::tge 7nem deci:,;]um; than that

presented by ccmv",rable transactions amongst affilia~es. Y\"'t wirl~ rare exception, the

major >'lbu'ies of publl\: tru~l in the procurement. area have been with non affiliate rarher

than affiliate enntie,.

Principal Observations

Upon examination d'the affihr,te transaction rule changes proffered by the FCC I.n this

Notice I have con(luded rhut the proposed set of re\"~Lon') are umversally prediC<l:ed

upon flawed logic, ignorance of fa(;t and unVvan'antec: fear. Th~ latter IS extremely

difficuit to address The- former tv··o are easier, The> balance of thi~ paper ",111 be:

devoted to exploring Ir:stanccs or that t1awed iOgK' and ignorance in the hope of

imprvving the products of this proceeding

1n f:nntnm to the i.:onciusiom presemed b)' lht' FCC ill il~ Notice. I would ~ubmit lhal ..

Sprint. North Supply Company comp~tes in both "internal" and "eI'ternal"
market~ that are effectively equivalent in their buying mentaHties

The Sprint Nonh Supply Comp~ny curren·ly sdpplie~ th~ pdncipal m3terial

requireme.m; for a11 of the Sprint CDl'poratlOn' s local exchange cOlnpany

subsidiaries It does m without (] masH:" cnmracrual agreement WhlCh bir:ds any

SubSidIary ~o plln;h~se any :natenal p:-oducts offered by Sprint North Su,pply.

Ias:;ead, Nonh S\lppiy employ·s a two-element ··.trategy of 1)price and 2)service to

maintain the bu"ines~ ...tnd goodwill of us internal custOrr,ers

The effectiveness of thi:-; ::;uategy hac, been re(ently demonstrated wlth the

rea:,signmcnr . aficf extensiv~ nwnagement evaluation - ot Central Telephone

Company's tr,iltn'nl mamlgt:mem requirements to North Supply from Allte!

Corporation Sprmt s local telecorllmu.mcatl0n~ d1Vision managemern cited bOt~1

lowtl cost and cnr:anced service a1! m:::jor nm~iJeroUofl:> it; its decision The



de~i~Km in n: ,,,sslgn l\dfHtmerH respomibiUtics to Sprint North Supply for Central

Ttlephom~ 1;\ ilj~llLe~t the ~\j.stcnce of \:ertain decislO11 amiblJte~ characteristic of a

fully compeL! li "t~ market·

>'independent 2\lthodty for decisiollS !~ vested with the customer

-altemarive sources of supply are available

.negotiable tenn.)/condi!ions fer service drt: available

.righr of re~cissH)n/employment.a: \.lim by bmh p[1rrie-

Collectively. the f(lut markei B.ttnbute~ prodU'..:e ,m internal nego:iating framf;work

th.'lt roughly PIWdllt;') an npen market Tht! relationship prospen or fails tll'f);( the

mutual satisfaction the parti!;:·; l~.etive from the 0:.1:;: nt:s~ arra:igement

ExamimUlOl1 of trH~ bU'imess relationshIp net',v.;en Sprint hx 3J. exchange units and

Sprint Nonh Supply l...:ompaJ\Y closely paraHeb 'he tjUS'tYll'~" relationship Spnnt

North SUppl, Company tnajmams with its r:(!l1 .;:ffillate customers, Here agam,

w:th only \,(TV limited U:lt' of coniractn: agreement:' (only In extraordin..ry

c,rcumstam:~.); Sprint Nonr, Sl.:oply COmpi:lD) ha~ cho!len to employ priCt'I and

service as the critil.:~!.l ~trdtcgy compOt1er;B m l1;,:quiring and retaining non affiliate

custOine-l~. T1\7re aga!:l. Sprint rnaintliiI1~ <.in i~.c;ulvalen: set of operating guidelines

to gDverr. ';> D;I,j1il~~'S reb;il)il~hi'p:~ ..

-independent aurhori')' for del:is.\on:s h ,ested wllh th~ (u~torner

t:tltematve sources supply afe avaihlule

-negutiabk !corms/conditions For ser,ice are avaiLible

~JigtF of re"l..i~,lonfemploymema! will by bfllh parties

It is om profe~""YJ;ll rrp1n1011 that any <:haracteriutjon or' the affiliate markets and

non affiliate marhts of Sprint North Supply a~ dlSHllctly and. nece,sarily 

d.ifferent in iheiI' c('n~t!"Uct - :i.md condul.t - l~ a lnJscharactcl'ization of both tht".

market me·dlar'l$rr\,~ and the indjvidua i parHClpams Furthermore, we have

concluded that be::<tuse p!J.rtidpa.nt~ In '~ach of the re~pl~('tjVe marker segments

exhibit <l. higrl degree of ~imibrity In '.heir aprroai.:h to bLlSinef{s relatiom;hips they

will eviden.::e similar behavior.! when p~·esented;.ith pnce Hnd serV1ce

\:onshie.fatlO,1~ Th~n;:fore, I see no rea 'ion for Sprint to l,;ontlJlue. to disllllguish

between these two flli:lrkel segmenr~ In n:;gulalory representations r.or to endof';e



any artificial dlfftrentiatiar. in the wuy North Supply is penritted tI) addre~i; its

respective rni:lrket~

Prevailinl: Company Price equates tu "prevailing competitive price" for both
affiliate and non affiliate transaction matters involving Sprint North Supply
Company

Sprint North Supply's pridng n'eth(.xiologlcs dlc:crivdy provide a price range on

irs products (hiE dmely parallel the HHlgt of p"i:e~ uvailable on th~ open market

The c(lmpal1) merlmdnlogy groups eq:.liva.lem producr::; (i,e" potl;;'.ntlul ~ubsthutcs).

adJuns for v'l!umt" and adminisrrarive ~:OSIS and \,et~ target pnces for aU CU$lomc~s

-affiliate and non affiliates -irl a nondisrrirninmory milliner Since 1974 the level

of non affiliate sate., has continued to gnl\;' steudil:... iti proportion to irs affiliate

sales" oJfenng COllchhive evidence Hun the pnce charged by Sprint North Supply

I.S ac lea~t wlthll1 th:' range. of market wlt'T.J.m::,;', nlvtn the fact th:-tt Sprint Nonh

Supply has not ~:et it" prices wIth the ulte:ll of mdxim:zing it~ non affiliate market

~hlU'e itl0 re'l:~onab)e to conclude tha; H!:> pril.~~~',; ure sufficIently competitive with

those (l'Iailable frem Other sources to be deerred d.c,:eptable by the FCC as

"r:n:-,yrn.ling"

The use of a "prtvUiling competitivl' price" is th~ only feasible means of
administering transat'tions conducted by Sprinl North Supply Company on
behalf of the Sprint Corporation llrnliutes

Splint North SUpply Company serves :l.S the prinCiPlll purchasing agent for all of

iLt: Spr,.nt ('orrO:'atlc'!:'~ local exchangr: cornpa:lj' subs!dianes as well J~ ove.r

J1.000 n{)n affiH'.HC t,Jltlrie). III i t8 capac llY as a wholesaler to those entllies g

reviews. evaluates and ultirnately ai,:l~um::'; ,{"us of thousand~ of products,

fep',lcement cmnponems and matenals Sp,in( Noltf1 Sl,;pply must contiflllOU:,ly

reev.-*luate the d<'livery schedules of its ~uppli~rs. s:ocking leveb i.wd df,;rnand

fOI'eCaSI~ to halancf' (he pmential eCOriOfnlc benefit avaLable to Jts clients offered

by consolidated procurement and it ', mat('ria1 handling lusts for shiFpmg,

warehousing and ~sei accounting.

The use of a uniform prevailIng con.pany pnce for both affiJiat~s and non

aff:lihtes provide., Spl'1nt North S .lpply the abllllY 10 nonnalize for periodic

managernent purcha:ling decisions which may temporruity increase/decrease tne

unit price of ih va.~"iC~tb supported productb. It al'So provideN customers - both

atmiate alld non affiliate <l degree of price certainty eviclent with11l a fully

compemive :TIdiket
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The proposed 75% standard for the use of prevailing campan)' price (PCP) i:s
unreasonable and unachie\'able in a full,. competitiYe market

The FCC ha~ prupust:d in this Do<.:ket to de:l}' SprilH - and the industry" the

option to use Prevailing Company Price methods for charging subsIdiaries for

purchases from Spnm North Supply unkss It can demonstrate that over 75% of

Sp::int Nrmh Supply's sales are TO non affiliates. Ii i~ UilC]eftf from the Notice the

evidentiary baSIS for [he re,;:ommended 7~o/r h'vel However, one can only

conclude rhar rhe FCC has independenTly dete'1l1iM.d the propose:j standard to be

reasonable to achieve

In fact, the ~\andard appears clnrea~<)nable to ~ither attain and/or maintain in the

cun-ent marketplace for both Sprint North Supply - and the industry as a '/lhole ..

tht; 75% It..'\ie1 represenb a virtuaLly impenetrable barrier No afflluHed

procuremt~nt organization lhal w(~ art: famlliar with ;:urrently satisfies the

proposed requirement. Currentiy, Spnn: r\onh Supply Company de:-ives

approxunateLy 61 % Ci! its revenue from non :lffilime sale'L This repre~ent~ the

h1ghc~t ;-.ltti:'med J,,;vcJ ·:wn. affiLatf; :jalt~. of hll) at'flli/::lted procun~mel,t

organizalk:l~ !)uhjt,;;: to 1:his proceeding. That achievement h the produ~t of an

extremely aggressive sales effort on the pal1 of S~)fint !\orth Supply conducted

over two decades (0 find additional domnllC iJi!d ... krnalional markets for

products/~e("l, ices it is .::urrently ,;wthvri,ed to (,{fei

Iri order for Sprint ~onh Supply t{) sl1b:o.tanually improve its relative perfonnance

against the proposed PCC standard. Sprint North Supply musr effectively de

eml'n~si?:e liS supplit>r role 10 the Sprint <"Iffl]iale~ 'x \;ub~tantially in,.:rea!$t; its

competitive :;ffe(.'tiv~r;t'ss in non affihatc market:!-. A deci~~.ol1 to employ either>

O!' both ~ at these slrategies would offer ao s~bstarlll\le benefit [0 the local

exch:ing,: (:urner unih in the futun: whll,.:h we: believe i;; a major l'onsidenttiun

ignOl'~d ln the promorlOll or such a requlft~ment Any de-~mphaSH; on a.ffihate

procurement could produce: ;nventory si,orta.ges, increased order l1Hervals and

higher malenal pric;s (CJ lhe iocal exchange companies.

InI;Tea~,ed non affilJa.tt saks could. only be achieved ,u the txpcnsc of another

supplier dnd ai po~"ibly unuttrar;tive tem1'Skonditions. Over the past decade.

Sprint North Supply Cornpany hus p\lr~ued an uggre'j~ive - but prudent - :-itrat~g)

which bal(lm~~ nrenml i,;ommitment~ to affiHate ,~hents,il{ith the attractiveness of
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non 8ffiliEte market;~ DespEe its aggresslVene'is. thal strategy ha~ allowed Sprint

Norrh Supply Company to only sUghtly improve its relat:ve proportion of non

affiliate sale:. m I'ecent year~. Sprillt North S,lpply s relaUvely ~:malI increase 1Il

non affiliate sales over the past decade refle,-=ts the imTeasin.g (,;ompetition from

other wholesalers <.\nd manuf<J.ctuTl;~r'i Ba$~d ",pon ~~'Jrrent market conditions It lS

reasonable to conclude thaI nC';ithcr Sprint Nortb Supply Compa.w nor any other

po.rty tv thi~ p.rui,.~eeding c:~n a~hil:w I:GlrplJ.'Wi:e wIth the propo~ed FCC

rcqi.'ircml:nt::; without ~ignlfirant realignment of ~e:'(H.rrCt;g and ;:!ome consequential

degradation of H$ affiliate commitment. That wGu.lo be al' Ul1dcccptab1c ttadcoff

and reprc~Gnl. a '" illJul abrogation of pubLc rC:';PO!1SJ bilily on rhe part of the

corporatiof' If it were 4uthonzed.

With the likelihood of achieving the 75% standard highly improbable - if not

irnpos:;ible, It c,n only b~ conc;ud~d that achk"cmem of the ~tandard i.s not a goal

sought by tbe FCC in ilS proposaL Imr.ead, the fCC propl):se:s to kn()w.ngly

establish a ·,tandard 00 one is able or wil1mg to pursue, This lS no: only

unre~sonab)f it i :onstitutes plIntH \Ie regu18rion.

The proposed 15% standard for the use of prevailing (:ompany price (PCP) Is
unnecessar} in a competiti~t' market

rhe propoS<i..; by the Commi'ision to restriet the L1se of Prevailing Company Price

mettll>dologir:> ltl situations INhere companies clin derrKlf!Sfrilte that over 75% of

those tran~ai;tion:s are with non aftll1ates\;ugge,its that affiliate transactiollS based

upon P"'ev,ding Company PI1CC methodologief: have an mherent bm.s that

disadvamagt.'s regpiRted affiliates. The lm?o~:ition of such a standard suggests

that .fuch bia~ l.:'an only be mitigated by the elimInation of PCP or by t~e addition

of sigmficanl k Ids of non "l'fIliate market demand.

First, the CommlssioJ1 has not ::ltr()d~ceu in th1S pro\:eeding sufficient eVlden<:e 10

~uggt,st that ~uch bla~ docs. I;;. fdct. exiSt or If it does exi:.;t that the Imp();,itlt.lO of

such a i;!.and4fd will n;:!i-ult In <wy Inproved em! te rhe regulated units.

SecDnd, the need to encourage growth Hl non affiliate demand is UllnCI.:CSsliry,

Sprint North Supply Company is an independently managed unit of Sprint

Corporation n::~pon~ible tor i~s own financial perfurrnam:e Thr company has a

SIgnificant stilkf in ;;ht: non affiliate bUsiness market which it must defend agah1s:
competitive enaDci(,'hment :l.nJ salis fy n!:'w rcq,Hrements. Wi tIi the proposed
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<kpJo)'ment of (lew tr·.kc r)mmunicatl0IiS ne!wol'k:- 11\ rhe next decade by nOI1

trad1tion~il pluyers it h reasonable to cODc]udl", that Nonh Supply wi1l be

agg-res!Sively pursuing [he bwanes~ {)pportunities lhey present Any o.;[andard that

the CommiS~I\)n may choose to impose in thal environment is completely artificial

and lacks any con'elatIOn to tbe market perfofmi:Hl l;e of either Sprint North Supply

Company or 1m} Other competitor for Ihal bu~inesh.

The proposed 75('4; standard for the use of pr('Hliling company price (PCP} is
theoretkllll.v unsupportable in a competitivt market

The C..ommis;;j<'1T1 offer!' tin supportable research !o conclude that attainment of a

75% non affiJ1ate n;ve·nuc componem. is in the pubI~c intere·~t. A revtew of

professional literature related 1.0 • and academic research COi1\,.\lctcd on - affiliate

transactions falls to offer a"ly theoretk,a] foundatH)!1 for the eqabltshmem of the

proposed :~'i1.i;dafd,

Convention;;,: IT'arkd rmmagt~mcnt theory Sllg,ge::il:l that ailY marketing ~trategy

which endeavors ro produce a defined mi( of revenues (such a1> ~hll.l envisioned by

rhe FCC for C0mph~nd~)Lan only b(; achieved by utilizing discrimmatory prictrJi;

method!'. 10 achieve Given the restrJctiom on pricmg :'0;\;1 by the FCC in Docket

86-111 any us!;': l)f discrimlt1alory pricing !o achieve the desired smndards

proposed in tlm docket would be a viobto~1 (If the tt".tiW~ prescribed by tha:

proceeding.

The propos\id 75 (1,(: standard will effectively reduce the buyer influence
available by tbe atl"iliates over the operations uf Sprint North Suppl.l
Company

The achievement of full \,:ompliance with (he FCC test by Spnlit North Supply

Company will requin;': a)slgnificllnr l'eaEOUtlion of exi:,;t;ng resources within

Sprint North Supply Company" b}in\.:rea~ed :i<llcs and marketing expenditures,

clim;rcased inventOry commitments (borh sto..:kmg lev.:\:j and catalog items) Hnd

d;'systems :nar.agC:in~ntenbancements These changes would COl1stit-.lle a

:suat~gil.: ~hift in thr. d!1t'ctional development of Sprint North Supply Compdny as

well as liS vaHle to Sprin COfjJtJI'llion which U1J~i'Ol ?Jt. \~asiiy corrected.

ComplIance" ,\1m hiVe the effectlve fesull of reducing the bllytl influence which

can !)e exerci,eJ -Jpo". North Supply Compar.y by the regulated Subsldianes ut

Sprint Corporao()l1 A~ rhe cnlkcTive bargaining power Df the affiliates

diminishes the,; wiD hav::, less at'i!ity to fff:'ser',/c the ~xlraordinary servke



conditions nt)v,· provided trem by Sprint North Supply without supplemental

financial cOl1';ideration.

The proposed 15% standard (''Quld jeopardize the service 4.":ommitment to th~

Sprint affiliates
The Spmu Nonh Supply Comp<lny 1~ re~p<.)"::;lb:1;;: r,-,r cmunng operettmg UnIts of

Sprint CorpMalior are adequ:1.tely supplied with mj.l~rial (!l1.d serv[ce~ nec~s\ar"

to ai:hieve thf'lf respecrive performance g()alsDe~i)itr: thl:' fact that Sprint North

Supply gen~r21!es more revenue from its non affilw[c C\I5tcnTler~; it~ primary

commitment to service has been, i~ and :rd.1S! lonrillu~ to be the affiliated bL;sme~f,

U1'I.ltil of Sprint (orponition.

Any failure on the part of Sprint Norrn Supply to effectively f.atisfy r.ht:

oerformalll,.~~ e;'pt'crauons r)f th~ Spnu. affiliate entHles could re:mlt in the

withdf£1.WRI cf the affiliates as customers \)f NOt1.h Supply The establishment of a

mandated ::arge! fer nOD affil'.alc sales l.11trodut:e-: ,J potential challenge tfJ North

Supply's ,:"omnHtm-:nt',' 1\) the SprinI affiliates.

Conclusion
The burden of gfi;nillg ;HJ(t:ic iJ.l:Ccptance for bll:;ine~s rela(i.onship~ between Sprint

afriha:e~ and Sprint Nmth Supply Company must be borne by Sprint man~~p:ment. The

benefit pnwicled tu Spr::ll afftJiates by that l:I.:S~()(:latlOn cannot be replaeed Of replicated by

[if!.\' orher institutional relaliufl'lhip, it can only be age,'Te,~;i,c1y defended by manflgement

inev~f'J public fC'·,,·\.;w 'Jife"!:u Lv ~t Any wi1llngne~~: to ilccepl furth~r restrictions upon

that rl:'hJtJonshir ·'xii! vinw.lly foreclose any opponLmity for Ihe Sprint t\~iephnn,;:

cf,mpany affi1:um'\ t;} '"dam Cf1mperitive pHnty wi ttl nc ...... 'HJ.rkd entrants.
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Attachment 3

An Assessment of the
Fer Notice of Proposed Rulemak ing

on
the Affiliate Relationships of SprlntiUnited Management Company

Gregory Loyd Mann, Ph.D.
Managing Vice Pre!lident

('rtenwicb Auoclatl'''

Introduction

Affih,lte interests remain one of the most widely ex.amined and debated subJt."~ts In the

telecommunication~ Indus.try Public heari.ngs and regulatory inqtmies into aftiliate ma.tters

ha'le been conrlucteu by over two dozen state regulatory agt"ncle~, the Federal

Communii.:ations Commii;slcn, the NilHonal Association of Regulatory Utilit)'

Commissiorler~,t.he Cnired States C()ngre~s and a m,mber of [fade associutioLS dunng the

past ten years. De.s;Jite the extraordinary attc:ntion given to the subj;;ct, tJubhc opimon

regarding the merit 01 'li..iCl relationships has not been a.ltered significantly' nor is it

expected to in the nr·ar future without sub::tamial improvement in the: way such business

activities are represe.ntw to the public.

The FCC in Docket 9T 251 Stlgg~stIl onCf again that l..:l.rgc complex organiz,auo!1S such as

Sp:int are iflht:renjy less efficient than :small \;ompaJlies in tlie delivery 0:"
telecommunicatior:s servic,~~. It implies thaI am:i1te rclationshlp~ contribute to the creation

of unnecessary layer~ of :lIanagement c)(pense which are ro!eraled:'")nly because such

extraordinary expen:;e.;; an- mc()verable from rate payers of me regulated s!lb;>l(Harie~. 1l1~

FCC recommend.; J ~erle.~ of changes to the clIrrem affiliate transaction niles spel.:lfically

de~igned hl uemon~1Jate thal inefficiency and exceSSlVt COsts do l>xl~;t - whether or not lhty

00
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One such rule change is the application of an estimated fair market value te):l[ (EFMV) to all

transactio£\) involving the performance of services by Qne affiliate for another, Service

tnmsacrions principally constitute act.ivwes pcrfonned by corporare parent organizations on

behalf of melr Subsldiary bl1smess unit~ The affected services generall ycomprise e~.senrial

legal, fmancial, managerial and technical actlvitie8 that. if performed independently, would

engender duplicatiQn at etlort. additional cost and the increase.d probability of inconsistent

reponmg.

While it remains urJ$tated 1f1 th~ Notice it is reasonable to \:ondude rha: any service .. or set

of se.rvice::; - which fail tc !UC';ct a pre:'Ictibed "market rc:st '. would be prohibited or its use

discouraged for tht futl,.ln: This father summary appn..l~,,:h fdils to consider the many

mtrinsic benefit~ of centralized service~ not aiwitYs r.:vidtnccd ill statistH.:al exercises such a~

EFMV.

We do not meall '.0 imply by our cumments rhat estlmates of fan market value are not

illiporram measures of relative cost Hnd perfonnancr. ,mct where the confidence level of data

u'ied in (he esnmal(' i, hlgh, the use of EFMV :neth0dologies merit considcral1on.

Similarly. whe.re EFMV output can provide managt'Jne11t a D'u~anjngful fOundation for

decision making we would endorse its use.

N~ither of these situations exist in proposing use of an EFMV test to corporate servicefi.

The relative confidence level for market prices j~ eXlTemely 1<~w as evidenced by a nllmbc:

of benchmarking sLrveys and value swdles undertaken in recent years by members of the

mdustry. Decisions to centralize and de..:entralize services have been in respome as much

to technoJogk;a! advull';cs, t;1creased business ri~k, c,;u;:;tomer eXj:lcccations and productivity

goals as simply to (tc;ueve parity with some target cos!. Management must ~ontinue :0

balances efficiency (~'o~t) :w.d cffecdveness (cust0mer :sa.tisfaction) to ensure its future

"Ul,;ce:ss. Inordinate ernphasl:, on the use of a single mtasuremenl :iuch a:~ EFMV fail~ 1O

fCC'Ognize the import<l.r'I',;e of th.:tt bi'Jance to the public.

The Impact of tht: FCC propo.sed change to the Cnired and Central Te1rphone CompaJije~'

Dperati(}nS of Sprim cannOl 1'It'. over~mph,vsized Spnrt/United Manageme.nt Company

lSUMC) s.erve~ 3S the ;;entrahzed Tnanagerial ;;onttol pOint of the United and Central

TeJephone Compumes ;D financlal and administrativt, rr1Jtt~rs SUMC acts on behalf or
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ihese affiliates in fulfilling the legal and regulatory obligations carnm(m to aiJ of the

The staF of SUMC flln~litms as both a determinant of corporate strategy and Ii pnmary

(:ontml Glechan,.,m for affiliate compliam:e. to that ,:o:porat~ strategy. This staff provider

direcrional support to rr1ilnagement and ~taff of the SUl1S1GHtry husines~ twits ilece~sary hr

thf" business unit to f111hll it~ assigned role m the corporation's slra;e.gic plan.

The Sprint Board of Direl.:tors h,ts estabEshed an extensive operational role for the SUMC

corporate 'ilaff Perronnwce of this role gt:nerates a set of adrr:ini~trativecosts ultimately

charged to the SerVice Agret:rnent and subsequently assIgned to the sub~idiary bu~iness

unm; torreirnbursemem.

The magnitude of i;ost incurred by ~he stuff (If SLiMe IS directly l;urrelated to the roh:'

defined by the Spnnt Boa.."'d of Din: I.: ton; for t.hem in the management of the corporati,)f1's

enterprises. Comparing SUMe cost~ to:)th::r cotnpanJe~ in the industry would be both

inappropriate and mislettwng since this role varies significantly acro~s the industry as

companie:i have selected differe,nt organili:l!ional structllre~, and operational strategic" to

pursue their independent objc(~tivcs Llktv,bt:, other ~ompc.mes respective cost stmcmres

vary significantly as a rel1el:lkm of their organizations and operarion<;. Any comparison

between ~he'~'n i~ HlI.Teasingly melevant both becallse of tht' limlt~d comparability and the

changing llrgamzational c:mnpo~ition in respons~ to a:~ered market conditions and new

corporate gOlds

Goals pmvide the cor:ceptwal fr~mework within whil,;h the Sprint Board of Directors and

managernt;nt have pursued various corporate stra:egKs,. G()al~ have aJ.so served to shape

the organizational s:ructure :~nd affiliate relationshIps ""hi(;h exi~t bt'!ween corporate~taff~

and the subsidiary ')ui:lI\t:s S Ul1it:, It is from tne.5e goals that the :,et of corporate service~

provided under the"t;vh:e'~ Abrreement emerge as critil.al management aC!.1Vitiei;.

Acade.mkian~ and business practitio["ier:) genCTi;llly agrr-e that goals give definition and

purpose to the decisi.an'l of management. Goals prescribe the breadth of altt"rnative

()rt~a:m1.ational structures andc'rlunagement iehtionshLps \q,jch WOtlld be cIln)idered suitable

w the achievement of (he cOt'poration'lS objectives. 'TIley narrow nlana~t:ment''i de'.:islOn

hnizon 1'.lld simphfy lts decision proceSiies They alsoli,ervt; to pn:-detennine cenail'

outcomes.



Precept

Four principles govern urganizRtion de~ign and pro\lide the :leCtl;;~ary set of paramerer~

around decisbns of organizational structure and management relat1ooship, These

prindples define '-i plannbg envelope for m.(.lnagernent to USt: in the achie'yemenl of it::;

curporah~ goals and objectiv('s. Briefly state-d the:;e four principles are:

·org&niZallOnal stru;;tures are- defirlt'd ,0 facilitme the effective exc(,;ut\()O of

corporate strategies

·organizational structures cha.nge to renect changes w corporate objectives

and business stmtegy requirements

-business ern! autonomy ;s determined in acconlan~e with strategy

requjrement~

·busine:s" Ullit ~trategies are subsets of th~ corporate sfI1legy and eKist to

f;.liflH corpon~te obje:.clives

Academic j]rerarure corrinHe~ to advocate - and the best busin~ss pnKtice wntinues :0

demonstrate - rhe imponanee of th~se four principles 111 strategIc b:.lsiness managemenL

Th:~re l~ 'iothing w suggest. ITl eirher the opp.rarional requlrem~nts of the

teiecommunications ~)',lsines~ or the regulatory processe~ whIch govern it. thai disregard for

these principles is prudent or proper.

Organizational Perspective

Sprint has stru(.;tured its SUbsidiary business ur.irs around a bi-modal format Individual

busmes:; units are grouped beneath :ienior corporate offictr~ who pT\.lvide managerial

support for the rt::spc"tive bU'Iiness units, The organizational structure provides fUfl';tiona;

segmelHation and speualilatkm between centralia.d staff organizatiom: a.nd chelf

decentralized operating subsidiary counterparts. In thJ:-- i1nanli:emelJ\ strate:gic pO!iClt,s,

procedures; praetii:e", programs and products are defined at II I.:ollsolidatec level and

assigned to the s~b.'jdi4:ie) fllf implernematlon. The work pnxiucts developed by [he

staff~ an: ~ptx.:ifii.:il.ny uesIgned [(1 3dlicvc specified corpurate goats and obJectJ\il':~ endorsed

by the corporate boa.rd of direcwrs.
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Ma.nagerial speciali.zation such ilS that employed by Sprint dcfim::" t\AlO primary management

;'oks for lilt he.adquaners :Haffs

Control· the proces;~ of restricting the: potential ~el of actions of

~ubMdiary I'tanageme.nt to a pre~cribed set of a.hemati ve~ which an;.

C{msjsten~ with approvet1 corptJrate goals and objectives

Coordlnation- the process of dire<.:ting business unit resources to

a specific set of operational and ma.nagerial priorities necessary to

2f;;hieve prede.terrr.ii""ied corporate gU>ils ~nd objecti lies.

Both management fun,;;tioll.S are critical to any organiz~n()n's mis~:ion and are essentIal

regardles~; I)f ~hc ~peCtfic orga'\!Z.ational desIgn, In multi-unit organizatIonal structures such

as the United and Cenrral Telephone. Companies, re'l()Urce control and coordinatlon are

e>.:remely important to -.:osteffective management Control is essential [0 ensure continued

legal and re.gu1.ai.Oty compltance in a constanrly changing business environment

Coordirmtion i:s ner,;t'~~ary to cn~ure operational contmuity and. technological compatibility

10 the :iUbSHiiary bUi>iness U:lits,

The full benefit of controi M.d coordination prindples. however, lS not recognized by

mea~iJrements such as the EFMV because benefit h largely accrued.:it the subsidiary level
,"dther thi.il1 at the corporate level and cannot be easily lranslaled lIl10 specific expense

calegorir:,. It cumeo; in tht form Df shorter repair lctervals, lower capital requiremenb.

enhanced preveptive maimenam;e program..;, shaner prod,;;:: deve,lopment intervals, higher

qualify Udni-mjsi;ion levels «ad a myriad of mher operarional improvemems at rhe operating

company :(~\lt\L

By maintaining a broad levd of involveme.nt by the SUMC staff in planning and operations

occtivities of i[s~l1bsidiaries, managemem employs a hlgh.ly participamry organization model

that ~stabbhe~. [he SliMe departments in leadership roles for now and in the future.

SUMC :,ta±'f t;iJ.ve intimate knowledge and Under.:iHli1ding of the blls.ness enhanced by

rotati{)n;~l a~,ignrncnt$, etc. In an industry such as tde:communicatkm:; where the future

offers so vlI.lch uncertainty extraordinary coordination and (,~ontwl is essential to ensure

re~pon:iIVt and !~spmlsJb1e management decisions by lhe corporatIon.
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The neeu for strong direcr:onal conrrol is even more clearly essen hal for thl; United and

Centra] Telephone l:onpanit~' local exchange opt"ralmns bel'ause of the reiatlvely ~rnall

size of its i'1dividuaJ ~tatf' operations and geographic dispersion. The UnIted and Central

Telephone Companies' tot~l iocal exchange operations roughly equate in access lines and

customers to !l number of ':ingle state local exchange :arners (e.g" New York Telephone,

r"'ew Jersey Bell, Pacific Telephone, Illinois Bell, Ohio Bdl, Be!! of ?ennsylvama) who, U1

our opimon, be.nef1! immensely in bom orgamzatl0r. I.:huke and co~t :,trU\~lUre:s from !l

geographic c·oncentralioIl of customers. Sprint lack: lha.t highly favorable cO:1centration of

cu~tomers and, therelore, ha~ HmiteG orgalllzatlonal choke'! and. limited :\llemllt1ve co:st

structure~ .

1<' indi ngs!Concl usi ons

ExamInation of the FCC proposal has led uS to conclude a number of ctcficle,ncies exist ill

the FCC'p rationale for ch;wges to rules These fla\\'s diminlsh the reliability uf ~oy

applkarion to service transa(:ti(ln~ . especially (hOSl~ j{\ .... olving Service Agreement expense!l

incurred by the ljpited and Central T~lcphon~ Companies' lQ(al exchang~ units.

Specifically, we Mwmit thaI -

The ,umposition and cost of centralized ~ervices provided to
subsidiar~' husiness units Is a function of the Sprint organization
modfl and lacks any equhalenr tUlsis for determining estimated fair
market valu€

The Sprint board of directOTs has established a (WO-lier organ;zatlonai structure in

whicrl it has grouped all subsidIary busjnes~ umts. Servkes provided to the

subsidiary blJsines~ uPltS are (ktenninell by their universal nl:':ed and economy.

Costs for such servlI c<, are assigned to each of the recipIent organizations osing a

consistent co~t aliocution method for all;;ubS1diane~ The proportion 0.f cost for

any corporate Sel'VlC~ assigned to a t'ubs,diary will vary in acc(JrI.ianccwlth the tOla1

incurred co~t by the cc'rporate deparlmem and the method chosen 'D allocate: the COst

(0 the bUSlnes:, unit.

The affiliate {,;o~t to the subSidiary buslne:3~ I.lnit::- for ~eJvkes provided by ':he

corporate staff JS (( retlection of the scope of serv;ce~ provided it under the Service

A5,'Teemem. 'Die Urmcd and O:mU'a! Teiepnone Companies have determined tha' it

is in their oesl IJHeITst to hav~ :1 (;orpora.re sTaff 'H SUMe rh,.,J provides:!. fairly
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extensive array uf professional am! t~chnical services. Thi~ approach rt"8ults in

relativeJy iarge allocations by SUMC in the affiliates for the cost of tho~e services.

Some memhers of the telecommunications community have settled upon different

organizational struCll".ies. defined their ~orporate role smaller and. th~refDre, have

incurred tess affiliate expense and more dire(,;t local expenf.e. Still others have

s()ught to centralize as T11Ul'h U~ possible to their corpor",te center. '!11e re~ult has

been the notable absem;~ of any unifonn org,mlzl;ltional model Upi)n which valid

comparisons might b~ made.

It is the opinion of Greenwich Associates that without a generally accepted

orgamzaticr::tl model at)' uttempt to gauge an estimated fair market value for

corporate service~ wQuld be unfair tmd unprl)fe~,siunaL

The complement of corporate services provided by SUMC to its
at'fitiate units is compreh~nsj"e and consistent with the strateaic role
defined for the c{irporat~ staff.

SUMC properly employs CJ professional corp0I'3le ",taft' organization to augment the

management resources of the IJrmed and Central Telephone Companies' busine~s

uni[~ The corporate staff is respon~ible for the- develop,tlent of policies, prac~jces,

procedures, products and programs necessary 10 achieve corporate defined goals

and objective:;. Furthermore, the sti!ff serves to control aHocatiOo j and. coordinate

the use, of coqx.1id.te resources by the affiliate bursmess uOlts By endeavoriT'lg \0

extend corporate responsibility to resource cOl.Jniinution and control, Slf~'lC has

legitimately broadened the ~c(lpe of support avaLablc through centralized reSO:.lfCe

management. In doing so, it has outlined a pankip,ult role for the corporate staff m

the operations of the affiliate business units.

it is the opin~()n of Greenwich Associates that the i,omplement of services

provided by the corporate staff 1:; sufficient to en~ure this piutiClpaUI role IS

beneficial to t~le affiliate and d~s not represent addhional CO::it t\J the affiliate unit!>

in [he pertonndn~e of their assigned objectives.
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The Str'vich provided to the affiliate business units constitute
affiliate transactions which represent the primary mechanism
avaHable to achieve .'itandardized operations of the tnited and
C~ntraJ Telephone Companies' business units.

Sprint has organized its various bmnness line~ intu s:Jbsidiarj bU!iine~s unib with

their own boards of directors and managers Thlo'; management group of ea.::h

b',lsiness unIt is resp,)m:;ible for the attainment of certain I:orporate prescribed goal:;

and ()bjective~,. Cemruiized <..:mporate services "Her the primfl.ry meami of providing

IJmf<mn directam to the SUbSldi£L.')' managerne'lt groups in L!Jt achievement of their

respecnve goals: lh'1d. l.)bJei:t1ve~:.

Sprint's kx:w exchange operati()n~ cvnsi:,t primarily of busiress Units (hat have

beer. a.ccUlrcd from mher teler..:orrmh1l11cations COIIJOradons or were independently

managed prior !O acquisition Tn each msranl:e Sprit}( has found It nece~sary to

t:/lSure the gJals and ob)ecrives of the new unjt~ are; consistent with those of the

wrporate board of directors. The aft1.Uar.e relationship approach prQ\.ides the means

to ex.tel1d corporate priorities. IntO newly acquin~d bn~iness ;:Jnh!> and achieve

operational uniformity wlfhoUI direct manageril:ll control of sllbsldiary affairs The

development .Jf unifonn policies, practice:;, pr()C~dures. products a.nd programs

provll1es the means '0 intrc,iUi.:e new concepts mtn tn~ :SiJhS1C,ury bu.~ine:ss units ar

approximately the~ 'ime rane. ThIs fad: itate s operational integratIon and

standardlzauor. of newly ~v4uired SubsH:Hanes '((~ a manner not otherwise

a<:hievablt>;.

Estimating fair mluket value for the carritr8 will be cost-prohibitive
and unmanageable as the s~ope and scale of corporate s~rvitts

change in the future;

The cun'~,rlt :set of corporate serVices ha',e been e:st"blbhed \0 SuppUI'l the

achievement (if prescril>¢d goal:; and ubje..:tives ourlined by the corporate boanJ. of

dl1-eetors. As goals lind. objecflves are altered to reflect new bLsiness opportunities,

(han~jng k~F~1 :l.nd regulatory re'iponsibiliti~,:-, or new corporate agendas Ihe

responsibility of the corporate sHIff wiH chaflge: to reflect its newly defined role.

S!.1ch change ;.:ould t~ither broaden or narrow the sc:ope of corporate in\'olvemen~

dl!'.pending '.:pllD the particular situation

-8-



The proposed introdUi.:uon of l\. fair market value test for sen, ices w/Juld, in these

conditiuns, require almost continuous examination of both the serVict~i being

provided liLd tntlT respe\;tive COSL The enormity [)f such an unde,rtaking defies

serious cOIlsideration when the relarive benetlt of doJng so is highly questionable.

Ir is rhe opinion of Greenwich Associates: that management must continue to

have rhe i1l'x:b:liry to modify the cornplem~nt of senllces it provides to its

subsIdiaries Any effort to restrict managemenr~ dhcretion by subjecting its

corporate servl(\'; COSts u) artificial examination- either in advance or arrears of its

decisions i, an unwarranted lntruslcm upor; the private ;;eCtOr's freedoms of

operatIon.

The current set of ('orpurate services rdlect an effort to leveraae
critical management talent throughout the subsidiarJ business units
which will nut be reflected in any calculation of fair market value.

The United i:\,:1ct Central Telephone. ('..ompames are i.:omprised of a number of srnall

bU1iiness units engaged in the local telccummunJcation business. The relatively

small scale ,~f ('peratior.s (when compl1i:cd t(l the Regiona.l Holding Company

business units', fCl"' rhesc business units results In a large ~cope of responsibility fo:

the SUMC ,~C:lff .tOG management. Financial cor:djr10ns do nor pennie rerention of

highly specialm'(i staffs [0 supperr narrow]y defined areas of suppon Subsidiary

business requireple;l'S demand general m:1nager:;~'apab[e of addressing many issues

., not just mJe or )WO

~anagement pO';ition~, within the United ana Central Telephone business umts

provide hrnued opportunity for specialized skill development. The limited need for

speclali1il~ m.akes empioyment of ~u<,;h skilled refomces by subsidianes

une.conomJCaJ and "nJl.<snhabie The cOllsolid:1tiotl of (;ertain planning, polley

development and .;.ystem~ mechanization acuvnies to corporate U~ :~taff

retlponsibilitles i~; a reflection of rhe need for SLch talent in the planning and

management of the busines~, the limited availability of such ex.pertise in the

subsidiary b~.sines~ units and th~ need to leverage the avail:.ibk resources

throughout tile i,;Olporatiun.

It h the OpiW.DH of Greenwich Associalts that the corporate staff pro\lide~

(;l1tical ialem il) tlle sub~idiary busin~s~ units not mhervvise available from within
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then own org<tniz<!tl\.mal units ~md :s not recognized by rdiancc upon EFMV

principles ~<) smely establish benefit.

Affiliate relationships provide the means to narrow the technological
and managerial variance between busines~ units.

SUMC provides services to il set of affindte business uni~s which vary in size,

composit.ion. re-chnological and rnar,agerial '2apa1;)!lit} Most have been acquired

through financiat agree,me-Btl, from other parties in whatever state they men eXli\te,d.

Management \:ontirll.I\:S to seek 'improvement :.n the 1ecnnological and managerial

proficienry of 1t". bu:;iness sutnidiaries thro,lg!1 broad apphcauon of knowledge,

skills and talents developed wlthill t::S sUfJsjdlary \)rgamz:atlons. Thl;l goal has been

to dose ar:y gap~ which exht b~twt'en the unit:; 3imply because of size,

COIilposition ol'prev[ou~ man8,gement priotiueL

The commitment of managemenr to advan(,;e the technological and managerial
capability of the subsidiary business units is ess<ential to achieve maximum benefit

from !lew r~chr:ciogJt:,s and proce.dun:',, Ter.:hnotogicai standardizatiC'n and

managet1alliniformit~ provid.e the basi~ for co~t I.:ontainment strategies and total

quality managen'ent -:crT111ltments.

It is the: opinio:! of Greenwich Assudates thai SUMC ' through ~1.:' staff

~ervices . appropriately directs the improv~melH of it1i affiliate business units in
areas which inlJ3:r dramatically upon CllsrOt'ner's expectations of :service and

service COS!:.' T'hl\< constitute,s one of the major benefits of centralized staff

organiLatiCHl;; that cannot be derived through r;()ntrllcting wl;:h outside parties tor

SUpptJrt In t!lJ: ~:tlMtivn, sec.:ondary benefit of the rdationship ,~ccrues to the party

\vho ~mprove~ their rdarrve experience and pertorrnan;::e.

The estimated fail' market ,,'ahl(> of services is extremely dit'fi{~ult to
m~asurf: objecti,,~ly. changes significantlJ over time and is easily
misrepresented by interested parties

In (,;(}ntrast to iJhysi.:ul a~sets which are tangible· and th,' relative merits of which

;,;;m he readily de;ennired in rhe market it is far more difficult to mcasute the worth

of professlom!l and techni<:al ~en·ices than is ~uggested by the FCC in DOCKC.f 93

251.. The very imprecise natl;J'l: of ~ervicts :eave:,; pr()ft.;~~ional and te(hnkal

~ervil:e;s highly SllSl-\~ptible to individual imerpremuon, 'TIm single fact seyerely
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limits the utility of'lny valuation to tratlsaction~ other than the one for which it was

originally d.one.

Conventional 'ii;1luattol1 methodologies have generally ~ubje(,;ted physical asseLS to

three primarli tC);t~ in the conduct uf ~stablishing trleir relative worth -

Comparability - [he relative similarity in phy..;ical c(mdition and

utility (is nther Irems represented to he identical

Availability - the retali ve ability to substitute a comparable asset

for the subject,vithout extraordinary cost or effort

Capability - t.he tedmical properties and futlcllona\ ut.ilny of the

sUbject asset In meeting the need of the ac4uinng party

In each instance. the phy:sk:,il properties of the asse-t are readily discernible to the

valuing party. The physical pn<;ence of the as·.3et. therefore, reduce.d the need for

assumption and mSC(H,rnt In tht;: valuation process.

In contrast, services have no phyt'il;al propenie~, 110 "isible state and, therefore, no

easil) disl;crniblc: value to thc beholder. A suitable set of professional and technli,.:ctl

services with w f1k:h to I.:llrnpare (fte subjeu service l~ virtually impossible to

assemble in [he highly fluid and relatively urit.1L~d1JiineJ ~erV"kes marker. WithoUl

ail accepted base of ~;ervices fOT comparison with [he subject service, a conc1uqkw

reganiing relative wonh is Impossible. to draw withuut ~teppmg acros~ the line of

profel;~jonalTnponsibility and integrity.

Similarly, the relative.ly low entry barrier to the profel.isional and technkal se.tvlces

field presents the evaluating party with an almost mfimte nu.mber of serVlce

substirutes. 'lht reJatlve market volatility I;.'reateci by fre·e emry and exit of

professional service Lrms and practitioners preclude:, any sem blanl.:e of long tenn

pricing di$cipllne amongst the particIpants. Without adeqi.\ate \:ontrols on entry-exit

of the market we bave no e.ffective governor on "market price".

The very limited sei of entry ..exir contmls on services further proscribes the ability

of an apprai:"ling. part)' to i,;ffl,;;\,;thdy gauge profes~iQno.l .:ompetency. This is
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extreme})' (mica] when one cunsiders the laet that one's employment of any

professional is pr~.dh.:lted upon the assumption that an individual· or frm - is.

sufficll.~ntly competem ami capable. to sarisfy one's needs

It is the opinion of Greenwich Associates that any proposed changes to the

regulatory rreatmerH of services offered under !he lemHi of the Service AgTeement

between Sprint UnHeu Management Comp<my and lts afflliate business unit~ is

unwarranted and m::nece",ary The tamHy of servIces provided are needed and

neces~ary to fulfiU the duties and obligatto:ls of the subsidiary L,;ompanie:s; they do

not dupl1cal.e- 111 full Of -on P<irt - 8erviles per10rmed by the subsidiar'j companiej

themselves: ,hey represent competent and capable subject matter experts and

decision support s)'!item" that may not otherwise be available to subsi.diary

trianagernem

Similarly, we subnlit that fiIly effort by the FCC to e~tabli~h any service COS!

thresholds, boundarie!:i, targets or guidelines for affiha>e services is equally

unwan'anted <:lnd uunecc:;sary We believe that any ~uc:h proposed threshold,

boundary, target or guideline is arbitrary, capricious and totally without merit. Tht

current rcgu]atOfy processe~ offer ~uffj\"ielll oppurt.unity for the public ro review

actual co~b tHl,;llned for affilHlte serVl.ces and detennmc their appropnatene,s

without the establishment of anificial points of Judgment.

Finally, we a:,K for Tile Commission :0 reconsider its extenSion (Jf EFMV to affWate

~ervices. While it may seem to some partie~ a pmelltial method of cakulating the

relative effiCienCIes of centralized staff orgal1Jzat1ol1<:, it i:-; a highly unworkable and

unreliable process. It is our opmion that it will prove to be of extr~mely hmiteu

value to either Improved regulation or impmved managemem decision making.

Overall, it is the opmion of Greenwich Associates that the managerial

rela:mfisrl1p betwcef; the sub~idiary busine~;"i units and the corporate staff reflecrs

prude.nt and proper management, Furthermore, the relauon:<>hip reflects a mutually

beneficial arrangement on the part of all individuals and organlzarions and is

consistcm with Si1"lcctures employed by the corporattonls illJustry peers. We find

no reason fOJ tilt' FCC to sugge~l. im.:rOi:lsed ovep,sight S ilel.eSsary to preserve ih~

publiL: inlen:',t Of prumute allY Hrw:;,~tural c;hange in the affillate relationship thaI

\:urrently ex.i:m, An; c:onsequent cll,tnge to Hl1:: \;urrem relctlionship should rene.et ;;.
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change in corporate strategy or busine~s interest - no, the e:xpres!led. desires of some

ponion of the rtglJhwry community.



Althor:

[vIr. Mann is a Milnaging Vice President Df GreenwlCh As~odates - a management
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B,A. from Gracda:1d Collegf:, M.A. and Ph.D. from the Unrversity vf Missouri He has
iectured exten~ivt'l)' on issut,s of affiJiate relatlOmh~ps and h"e:. au:hored gevera! articles
includil1g "At'f'Hiate Interests: Stratf~~ic Imp~rative or Regulatory
Impediment '?H, "Oirectory Publishing; Affiliating for AdvantagE''' and
"Resturation in the Midst of Re"oluUGn: Affiliate Interests and the
lnformatiorl Highway". AddHiona:Jy, ML Mane: has testified in a number of state
regulawI)' proceedrng:l on m:llCS of t'lTganiz,auon \.ksign and affiliate ~elationships.
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